








Years Ended February 28 

Sales .. 

Earnings Before Income Taxes. 

Income Taxes. 

Net Earnings . 

Earnings Per Common and Common Equivalent Share (A). 

Shareholders' Equity. 

Shareholders' Equity Per Share.. 

Common and Common Equivalent Shares Outstanding (A). 

(A) Calculated in accordance with Opinion #15 of the Accounting Principles Board. 


1978 

1977 

$76,401,184 

$88,467,101 

1,766,629 

1,782,471 

756,000 

753,000 

1,010,629 

1,029,471 

.80 

.82 

20,597,721 

19,989,933 

16.32 

15.84 

1,261,807 

1,261,721 


Dividend Payments Common Stock Price Range 

1978 1977 Traded on the American Stock Exchange — Symbol AAV 


1st Quarter . . . 

. . . 8< 

7< 


1978 

1977 

2nd Quarter . . . 

. . . 8<f 

8* 

1st Quarter . 

. 4%-5V2 

6 V 4 - 8 V 4 

3rd Quarter . . . 

. . . 8* 

8< 

2nd Quarter. 


5%-6% 

4th Quarter . . . 

. . . 8< 

8< 

3rd Quarter. 

. AV 2 SV 2 

4% -6 3 /s 

Total . . . 

... 32 i 

31< 

4th Quarter. 


4%-5% 


Description of Business 

Since its founding in 1933, The 
AAV Companies has specialized in 
serving the consumer through the 
convenience of the vending machine. 
Today, coin-operated machines 
provide consumers with numerous 
needed and desired products and 
services. AAV's vending/food 
service business ranges from the 
placement of one or more candy, 
cigarette or amusement machines for 
consumers at a restaurant, tavern, 
service station or other type of busi¬ 
ness, to complete feeding and 
convenience vending services at large 
locations such as hospitals, univer¬ 
sities, high schools, factories and 
government agencies. Vending/ 
food services in various formats 
are offered to thousands of locations 
in Ohio, Michigan, Kentucky, 

Indiana and Florida. 


The Company's wholesale product 
distribution business is designed to 
serve the retailer of tobacco products, 
candies, soft drinks, proprietary drug 
items, paper products and related 
goods. Customers include super¬ 
markets, drug and convenience 
chains and independent food and 
tobacco stores. The Company pro¬ 
vides wholesaling services in North¬ 
eastern Ohio and extreme South¬ 
western Pennsylvania. 

The Company distributes nationally 
various disposable products, includ¬ 
ing feminine napkins and Tampax® 1 
tampons, manufactures most of 
the feminine napkins it distributes 
and manufactures the machines 
through which the napkins, tampons 
and other disposable products are 
dispensed. 






























Report to Shareholders 


Net earnings for the year ended 
February 28, 1978, nearly equalled 
those of the previous year despite 
lower sales and a one-time charge 
against income as a result of the dis¬ 
continuance of a wholesale business. 

The $1,010,629 or 80 cents a share 
earned for the year was slightly less 
than the $1,029,471 or 82 cents a 
share earned in the prior year. This 
was achieved even though we 
experienced a one-time charge 
before income taxes of $224,000 in 
connection with the liquidation of our 
wholesaling operation in the District 
of Columbia. This charge resulted 
in a 9 cent reduction in per share 
earnings. 

Sales for the most recent year were 
$76,401,184, about 14 percent below 
the $88,467,101 volume of the 
preceding year. 

Continuing our program to reposi¬ 
tion AAV for the challenges and 
opportunities of the '80's, during the 
past fiscal year we successfully 
liquidated Standard Cigar & Tobacco 
Company, Washington, D.C., and 
sold a portion of a vending operation 
in Michigan. These businesses 
contributed approximately $10.5 
million to sales in the year just ended. 

A limited number of other steps 
are being considered as part of this 
program as we continue to review all 
phases of our operations in view of 
desired goals of profitability and 
return on investment. 

Financial Position Improved 

The interim effect of our decision 
to redeploy assets is very apparent 
from our balance sheet. Cash, includ¬ 
ing short-term cash investments, 
of $3,440,835 was more than double 
the amount at the end of the prior 
fiscal year. 


Long-term debt at year-end, 
excluding mortgages and capitalized 
lease obligations, was $3,498,137, 
down from the $4,605,739 at the end 
of the prior year and the lowest 
in many years. 

Shareholders' equity increased to 
$20,597,721, or $16.32 per share, 
from $19,989,933 or $15.84 a share. 

Our ratio of equity to long-term 
debt, excluding mortgages and 
capitalized lease obligations, improved 
to approximately 5.9 to 1.0 from 
4.3 to 1.0. 

Working capital at year-end 
totaled $7,153,208 and our current 
ratio improved to 2.3 to 1.0 from 
1.9 to 1.0. 

A regular quarterly dividend of 
8 cents per share was paid in fiscal 
1978 for a total of 32 cents for 
the year. 

In Summary 

As a result of our asset manage¬ 
ment program, AAV is positioned to 
take advantage of opportunities in 
many areas. We intend to use 
uncommitted assets and conventional 
borrowings for development of 
existing business, the creation of new 
business and the implementation of 
our acquisition program. 

We are confident of AAV's future, 
but as we have stated in the past, 
we recognize that we are not free of 
operating problems. Consumer 
resistance to higher prices for certain 
vended items such as coffee and 
cigarettes makes it difficult to project 
our performance during the 
current year. 


Management is concentrating its 
effort on growth through acquisition 
while at the same time rethinking 
other aspects of the business. We 
accomplished many of the goals 
established at the start of the past 
year and are dedicated to maintaining 
this momentum through positive 
action in the current year. 

Sincerely, 




*7 


Louis B. Golden 
Chairman 




Robert S. Reitman 
President and Chief 
Executive Officer 

May 22,1978 







Management's Discussion and Analysis 
of the 

Summary of Operations 


1978 Compared to 1977 

Sales decreased by $12,065,917 
(13.6%) due primarily to the liqui¬ 
dation of the Standard Cigar & 
Tobacco Division during August of 
1977. Sales for that division in 1978 
amounted to only $7,849,755 as 
compared to $21,150,472 in 1977 
or a decrease of $13,300,717. This 
decrease was offset in part by 
increased sales to other whole¬ 
sale customers. 

Cost of merchandise sold decreased 
by $11,556,948, or 17.8%. A decrease 
of $12,697,677 was attributable to 
the liquidation of the Standard Cigar 
& Tobacco Division. This was offset 
in part by the cost of merchandise 
associated with the other sales 
increases discussed above and by 
higher costs in general. 

Other income, which is principally 
advertising and promotional allow¬ 
ances, increased by $97,425 or 
29.1%. This increase was due to 
increased payments from cigarette 
manufacturers to place and promote 
new brands. 

Interest expense decreased $73,989 
or 11.9% due to a reduction in the 
average amount of debt outstanding 
during the year, offset somewhat 
by an increase in the interest rate of 
the Company's bank loan on which 
interest is tied to the prime com¬ 
mercial lending rate. 

Miscellaneous income decreased 
by $179,438 due to several factors. 
Included in this amount is a net 
charge of $223,947 relating to the 
discontinuance of the Company's 
Washington, D. C. wholesaling 
business. Equipment write-offs and 
sales in 1978 not related to the 
discontinuance of the Company's 
Washington, D. C. wholesaling 
business, amounted to a net gain 
on disposition of $57,869 as com¬ 
pared to a loss of $49,642 in 1977. 


Interest income on short-term invest¬ 
ments increased by $55,522 or 
35.8% reflecting the additional liquid 
funds the Company had to invest 
as a result of liquidation of the 
Washington, D. C. operations. 

While income tax expense and the 
overall income tax effective rate were 
relatively unchanged from 1977 
(42.8% as compared to 42.2%), there 
were two significant changes in the 
components of the income tax 
expense. State and local taxes 
decreased by $56,600 reflecting 
primarily the tax savings which 
resulted from an internal merger of a 
number of the wholly-owned sub¬ 
sidiaries in December of 1977. 
Investment tax credits were $88,290 
less in 1978 than in 1977, reflecting 
the 37% decrease in equipment 
purchases in 1978 from the record 
level in 1977. 


1977 Compared to 1976 

Sales decreased $5,698,245, or 
6%, due principally to the elimina¬ 
tion of wholesale sales which did not 
meet profit objectives. The estimated 
loss of volume from these accounts, 
which were terminated at various 
times during the year, is $8,000,000. 
This decline was offset in part by 
increased sales to other wholesale 
customers and by increases in 
vending sales. 

Cost of merchandise sold decreased 
$5,507,347, or 7.8%. The decrease 
principally reflects the reduction 
in volume of merchandise sold. 

The decrease was offset in part by 
higher costs on many of the products 
sold by the Company. Significant 
cost increases were incurred on 
cigarettes and coffee. 

Interest expense decreased $73,383, 
or 10.6%, due to lower interest 
rates prevailing during fiscal 1977 
on the Company's bank loan on 
which interest is tied to the prime 
commercial lending rate and due to a 
reduction in the average amount of 
debt outstanding throughout the year. 

Miscellaneous income declined 
principally due to the Company's 
decision to purchase new vending 
equipment rather than refurbish 
certain types of its older equipment. 
As a consequence of this decision, 
equipment was written off in the 
fourth quarter resulting in a charge 
to earnings of $92,125 before 
income taxes. 

Income taxes decreased as a result 
of lower earnings before taxes on 
income and a net increase of $25,000 
in investment tax credits. The lower 
effective income tax rate of 42.2% 
compared with 46% for the preceding 
year is due principally to the impact 
of higher investment tax credits 
applied to the reduced amount of 
income before taxes. 







Five Year Summary of Operations and Financial Position 


Years ended February 28/29 
Sales: 

Vending/Food Service. 

Wholesale Distribution . 

Disposable Products . 

Other. 

Cost of Sales: 

Vending/Food Service. 

Wholesale Distribution . 

Disposable Products . 

Other. 

Selling, administrative and other 
operating expenses . 

Interest expense. 

Income taxes. 

Net earnings . 

Earnings per common and common 
equivalent share. 

Cash dividends per share. 

Current assets. 

Current liabilities. 

Working capital. 

Fixed assets - net. 

Other assets. 

Total.. 

Long-term debt and deferred credits 

Shareholders' equity.. 

Shareholders' equity per share. 

Common and common equivalent 
shares outstanding. 


1978 (A) 

1977 

$37,077,979 

39,124,662 

35,548,571 

45,531,920 

3,774,634 

3,765,182 

— 

45,337 

$76,401,184 

88,467,101 

$18,584,598 

19,917,497 

32,919,066 

42,963,568 

1,743,392 

1,918,844 

— 

4,095 

$53,247,056 

64,804,004 

$19,240,722 

19,774,227 

$ 545,552 

619,541 

$ 756,000 

753,000 

$ 1,010,629 

1,029,471 

$ .80 

.82 

$ .32 

.31 

$12,798,842 

13,797,407 

5,645,634 

7,283,392 

7,153,208 

6,514,015 

11,148,014 

11,762,690 

10,374,767 

10,782,790 

28,675,989 

29,059,495 

8,078,268 

9,069,562 

$20,597,721 

19,989,933 

$ 16.32 

15.84 

1,261,807 

1,261,721 


1976 

1975 

1974 

39,039,800 

40,849,231 

40,479,164 

51,374,755 

50,901,708 

48,646,718 

3,624,691 

3,662,678 

2,921,601 

126,100 

138,674 

145,418 

94,165,346 

95,552,291 

92,192,901 

20,114,069 

21,129,843 

21,829,279 

48,387,615 

47,807,117 

45,566,448 

1,801,200 

2,006,993 

1,550,538 

8,467 

19,095 

13,436 

70,311,351 

70,963,048 

68,959,701 

18,469,285 

18,987,739 

17,919,697 

692,924 

829,060 

750,270 

1,547,000 

1,632,500 

1,374,500 

1,816,687 

1,749,798 

1,690,822 

1.44 

1.38 

1.32 

.27% 

.25 

.21% 

14,097,228 

13,812,822 

12,285,107 

6,439,842 

6,333,678 

7,295,646 

7,657,386 

7,479,144 

4,989,461 

11,262,159 

11,288,615 

11,927,817 

10,461,337 

10,169,870 

10,055,126 

29,380,882 

28,937,629 

26,972,404 

10,030,169 

11,047,951 

10,467,339 

19,350,713 

17,889,678 

16,505,065 

15.35 

14.12 

12.90 

1,260,792 

1,266,807 

1,279,402 


(A) The Company's wholesale line of business has been reclassified in 1978 into two industry segments 

because its disposable products are marketed through different channels of distribution than are its other 
wholesale products, and the disposable products are sold to jobbers and others for redistribution, 
whereas other wholesale products are sold principally to retailers. 

Sales and cost of sales for 1974 through 1977 have been reclassified to conform with such industry segments. 

Note D of the Notes to Consolidated Financial Statements contains additional information about the 
Company's operations in different industry segments for 1978 including operating profit, identifiable assets, 
depreciation and amortization, and capital expenditures. 


























































































The AAV Companies 

Consolidated Balance Sheets 

February 28,1978 and 1977 


Assets 

1978 

1977 

Current assets: 

Cash (including short-term cash investments of 

$1,500,000 in 1978) . 

$ 3,440,835 

1,684,254 

Trade receivables, less allowance for doubtful receivables 

of $93,235 in 1978 and $78,475 in 1977 . 

2,101,513 

2,907,079 

Other advances and receivables. 

373,690 

266,289 

Merchandise inventories (note C). 

4,826,054 

6,370,773 

Advances on customer commissions, less allowance for 

doubtful advances of $79,000 in 1978 and $50,000 in 1977 ... 

1,286,282 

1,418,099 

Prepaid expenses . 

770,468 

735,817 

Refundable income taxes. 

— 

415,096 

Total current assets. 

12,798,842 

13,797,407 

Property and equipment (note G): 

Land, buildings and improvements. 

5,176,282 

5,042,220 

Vending equipment . 

17,854,992 

18,446,826 

Other equipment . 

3,573,605 

3,478,891 


26,604,879 

26,967,937 

Less accumulated depreciation and amortization. 

15,456,865 

15,205,247 


11,148,014 

11,762,690 

Non-current advances and receivables, less allowance for 



doubtful accounts of $51,000 in 1978 and $80,000 in 1977 . 

531,833 

522,251 

Deferred charges . 

334,498 

332,477 

Cash surrender value of life insurance (note G). 

428,710 

380,987 

Other non-current assets. 

143,513 

158,237 

Intangible assets (note B). 

8,936,213 

9,388,838 


$34,321,623 

36,342,887 


See accompanying notes to consolidated financial statements. 







































Liabilities and Shareholders' Equity 


Current liabilities: 

Short-term notes payable (note G). 

Current portion of long-term debt (note G). 

Trade accounts payable. 

Other payables and accrued expenses. 

Income taxes payable. 

Total current liabilities. 

Long-term debt (note G): 

Notes payable. 

Capitalized lease obligations. 

Less current portion shown above. 

Deferred taxes on income. 

Other non-current liabilities . 

Shareholders' equity (note H) : 

Serial preferred shares without par value. 

Authorized 200,000, no shares issued. 

Common shares, no par value. Authorized 

3,000,000, issued 1,372,715 . 

Additional paid-in capital. 

Retained earnings (note G). 

Less cost of 113,837 common shares held in treasury 

Total shareholders' equity.• 

Commitments (note I) and contingencies (note J) 


1978 

1977 


200,000 

899,983 

1,100,554 

2,983,825 

4,233,288 

1,599,863 

1,749,550 

161,963 

— 

5,645,634 

7,283,392 

3,682,026 

4,818,218 

3,760,000 

3,860,000 

7,442,026 

8,678,218 

889,983 

1,100,554 

6,542,043 

7,577,664 

1,388,126 

1,354,537 

148,099 

137,361 

686,358 

686,358 

4,287,999 

4,287,999 

16,443,878 

15,836,090 

21,418,235 

20,810,447 

820,514 

820,514 

20,597,721 

19,989,933 

$34,321,623 

36,342,887 













































The AAV Companies 

Consolidated Statements of Earnings 

Years ended February 28,1978 and 1977 



1978 

1977 

Revenues: 



Sales. 


88 467 1 01 

Other income . 


334,267 


76,832,876 

88,801,368 

Cost and expenses: 



Cost of merchandise sold. 


64,804,004 

Selling, administrative and other 



operating expenses. 


19,774,227 

Depreciation and amortization . 


2,011,391 


74,531,523 

86,589,622 

Earnings from operations. 


2,211,746 

Other expense (income), net: 



Interest expense . 


619,541 

Miscellaneous, net . 


(190,266) 


534,724 

429,275 

Earnings before taxes on income. 


1,782,471 

Taxes on income (note L): 



Current . 


706 OOO 

Deferred . 


/ vo,vuu 

47 OOO 


756,000 

*t/ ,uuu 

753,000 

Net earnings . 


1,029,471 

Earnings per common and common 



equivalent share (note E) . 


.82 


See accompanying notes to consolidated financial statements. 


The AAV Companies 

Consolidated Statements of Shareholders' Equity 

Years ended February 28,1978 and 1977 



Common 
shares, no 

Additional 

paid-in 

Retained 

Treasury 


par value 

capital 

earnings 

shares 

Balance at February 29, 1976 . 


4,287,999 

15,196,870 

820,514 

Net earnings. 


— 

1,029,471 

_ 

Cash dividends, $.31 per share. 


— 

(390,251) 

— 

Balance at February 28, 1977 . 


4,287,999 

15,836,090 

820,514 

Net earnings. 


— 

1,010,629 

___ 

Cash dividends, $.32 per share. 


— 

(402,841) 

— 

Balance at February 28, 1978 . 


4,287,999 

16,443,878 

820,514 


See accompanying notes to consolidated financial statements. 







































































The AAV Companies 

Consolidated Statements of Changes in Financial Position 

Years ended February 28,1978 and 1977 


Sources of working capital : 1978 

Net earnings. $ 1,010,629 

Charges (credits) to earnings which do not require 
working capital: 

Depreciation and amortization: 

Property and equipment. 2,019,445 

Intangibles. 24,300 

2,043,745 

Goodwill write-off on discontinued business. 299,157 

Mortgage loan expense. 18,274 

Net loss (gain) on disposal of property and equipment .... (156,404) 

Provision for deferred taxes on income. 42,000 

Working capital provided by operations. 3,257,401 

Proceeds from sale of property and equipment. 425,732 

Proceeds from additions to long-term debt. — 

Reduction of intangibles. 138,516 

Total sources of working capital. 3,821,649 


Uses of working capital: 

Cash dividends. 402,841 

Purchase of property and equipment. 1,674,097 

Current installments and repayment of long-term debt. 1,035,621 

Goodwill and other intangibles purchased. 9,348 

Increase in non-current advances and receivables. 9,582 

Rent and other expenses under lease commitment. 26,587 

Other, net. 24,380 

Total uses of working capital. 3,182,456 

Increase (decrease) in working capital. $ 639,193 


Changes in components of working capital: 

Increase (decrease) in current assets: 

Cash. 1,756,581 

Trade receivables . (805,566) 

Other advances and receivables. 107,401 

Merchandise inventories. (1,544,719) 

Advances on customer commissions. (131,817) 

Prepaid expenses . 34,651 

Refundable income taxes. (415,096) 

(998,565) 

Increase (decrease) in current liabilities: 

Short-term notes payable. (200,000) 

Current portion of long-term debt. (200,571) 

Trade accounts payable. (1,249,463) 

Other payables and accrued expenses. (149,687) 

Income taxes payable. 161,963 

(1,637,758) 

Increase (decrease) in working capital. $ 639,193 


1977 

1,029,471 


1,976,288 

35,103 

2,011,391 

18,286 

49,642 

47,000 

3,155,790 

133,537 

152,049 


3,441,376 


390,251 

2,659,998 

1,134,730 

207,364 

91,360 

29,523 

71,521 

4,584,747 

(1,143,371) 


(348,485) 

(560,368) 

7,547 

307,937 

(63,677) 

12,232 

344,993 

(299,821) 


200,000 

103,674 

497,456 

45,233 

(2,813 ) 

843,550 

(1,143,371) 


See accompanying notes to consolidated financial statements. 




































































The AAV Companies 

Notes to Consolidated Financial Statements 

February 28,1978 and 1977 


(A) Summary of Significant Accounting Policies 

(1) Principles of Consolidation 

All of the Company's subsidiaries are wholly- 
owned and their accounts are included in the 
accompanying consolidated financial statements. 
All material inter-company balances and 
transactions have been eliminated. 

(2) Inventories 

Inventories are stated at the lower of cost or 
market. The method of determining cost for the 
cigarette portion of the Company's inventory is the 
last-in, first-out (LIFO) method. Determination 
of cost for other items included in inventory is 
based upon the first-in, first-out (FIFO) method. 

(3) Property and Equipment 

The Company currently provides for depreciation 
and amortization over the estimated useful lives of 
the respective assets using annual rates as follows: 


Buildings and improvements. 35 to 45 years 

Vending equipment — purchased new . 4 to 8 years 
Vending equipment — purchased used . 4 to 6 years 

Office and other equipment. 10 years 

Automotive equipment . 4 years 


Depreciation is generally provided under the 
straight-line method for financial statement pur¬ 
poses whereas for income tax purposes the 
Company depreciates a substantial portion of its 
property and equipment under accelerated methods. 

The Company has entered into agreements 
with the State of Ohio and the City of Solon, Ohio 
to lease plant facilities located in Cincinnati 
and Solon, Ohio financed with the proceeds from 
issues of Industrial Revenue Bonds. The leases 
expire in 1993 and 1997, respectively, with the 
Company having an option in the first lease and an 
obligation in the second to purchase the properties 
for a nominal amount at expiration. The leases 
have been recorded as purchases of properties 
which are being depreciated over their respective 
estimated useful lives. 

Maintenance and repairs are charged to expense 


as incurred. Costs of renewals and betterments 
are capitalized. At such times as properties are 
disposed of, the cost and accumulated depreciation 
thereon are removed from the accounts and any 
gain or loss on such disposition is reflected in the 
consolidated statement of earnings. 

(4) Intangibles 

Goodwill acquired prior to November 1, 1970, 
is not being amortized since the Company believes 
there has been no diminution in value. Goodwill 
acquired subsequent to October 31, 1970 is 
being amortized over a period of forty years in 
accordance with present accounting principles, 
although the Company believes there has been no 
diminution in value. 

(5) Taxes on Income 

The Company files a consolidated Federal 
income tax return with its subsidiaries. 

The tax benefits derived from the use of acceler¬ 
ated methods of depreciation for tax purposes 
have been deferred and will be payable when 
financial statement depreciation on these items 
exceeds tax depreciation. 

The Company accounts for the investment tax 
credit on the flow-through method. 

(6) Pension Plan 

The Company's policy is to fund actuarially 
determined pension costs. Past service costs are 
being amortized over 30 years. 

(7) Stock Options 

Under the Performance Share Option Plan, 
the Company records a charge to earnings and a 
credit to additional paid-in capital for shares 
potentially earned, based on earnings performance 
levels achieved, to the extent the fair market 
value of such shares exceeds the option price at 
fiscal year-end. Upon exercise, the common share 
account is credited with the stated value of the 
shares issued and additional paid-in capital is 
adjusted to reflect the balance of the option price. 


(B) Intangible Assets 

Intangible assets consist of the following: 

1978 1977 

Goodwill — vending 

companies purchased . $7,603,581 7,732,542 

Goodwill — non-vending . .. 1,318,650 1,645,918 

Other . 13,982 10,378 

$8,936,213 9,388,838 


Goodwill included in the adjacent summary of 
$728,144 and $1,064,918 in 1978 and 1977 is being 
amortized and is shown net of accumulated 
amortization of $70,024 and $93,251, respectively. 





















(C) Merchandise Inventories 

Cost of the cigarette portion of the Company's 
inventory of approximately $1,279,000 in 1978 
and $2,199,000 in 1977 is determined by the 
last-in, first-out (LIFO) method. Determination of 
cost for other items included in inventory is based 
upon the first-in, first-out (FIFO) method. If all 
inventory costs were determined on the FIFO 
method, inventories would have been approxi¬ 
mately $394,000 and $424,000 higher than reported 
at February 28, 1978 and 1977, respectively. 


During 1978 and 1977 cigarette inventory 
quantities of several subsidiaries and divisions were 
reduced. This reduction resulted in a liquidation 
of LIFO inventory quantities carried at lower costs 
prevailing in prior years as compared with the 
cost of 1978 and 1977 purchases, the effect of 
which increased net income by approximately 
$67,000 or $.05 per share in 1978 ($29,900 related 
to the liquidation of the Standard Cigar and 
Tobacco Division) and $30,700 or $.02 per 
share in 1977. 


(D) Information About the Company's Operations 
in Different Industries 

The Company operates in three principal 
industries, vending/food service operations, 
wholesale product distribution, and the production 
and sale of disposable products. Operations 
in the vending/food service segment includes 
vending of tobacco, food, candy and amusements 
through the convenience of vending machines 
as well as automated and manual cafeteria and 
feeding programs. The Company's wholesale 
product distribution business is involved in sales to 


retailers of tobacco products, candies, soft drinks, 
proprietary drug items, paper goods and related 
products. The Company distributes nationally 
various disposable products, including feminine 
napkins and Tampax® tampons, manufactures 
most of the feminine napkins it distributes and 
manufactures the machines through which 
the napkins, tampons and other disposable prod¬ 
ucts are dispensed. 

The following table presents information about 
the Company's operations in each of these segments 
for the year ended February 28, 1978. 



Vending/ 

Food Service 

Wholesale 

Distribution 

Disposable 

Products 

Consolidated 

Sales . 

Operating profit . 

General corporate expenses, net. 

Interest expense . 

Earnings before taxes on income. 

$37,077,979 
$ 1,489,617 

35,548,571 

204,745 

3,774,634 

1,138,792 

76,401,184 

2,833,154 

(520,973) 

(545,552) 

1,766,629 

Identifiable assets at February 28, 1978 . .. 

Corporate assets . 

Total assets at February 28, 1978 

$22,462,038 

5,151,602 

3,457,191 

31,070,831 

3,250,792 

34,321,623 

Depreciation and amortization . 

Depreciation on corporate assets. 

$ 1,877,726 

47,910 

41,847 

1,967,483 

76,262 

2,043,745 

Capital expenditures. 

Corporate capital expenditures . 

$ 1,402,595 

35,170 

82,379 

1,520,144 

153,953 

1,674,097 


Operating profit is total revenue less operating 
expenses. In computing operating profit, none of 
the following items has been added or deducted: 
general corporate income or expenses, interest 
expense and income taxes. Identifiable assets by 
segment are those assets that are used in the 
Company's operations in each industry. Corporate 


assets included cash and short-term cash invest¬ 
ments, cash surrender value of officers' life 
insurance, and other corporate assets not specifi¬ 
cally used in operations of one of the segments. 
There are no significant inter-segment sales and the 
Company has no single customer to whom sales 
amount to 10% or more of consolidated revenues. 


(E) Earnings Per Share 

Earnings per common and common equivalent 
share have been computed based on the weighted 
average number of common shares outstanding. 
The calculation assumes the exercise of stock 
options (note H) with the proceeds used to purchase 


common shares of the Company at the average 
market price throughout the periods where 
assumption of such exercise would have a dilutive 
effect on the calculation. The warrants, which 
expired in fiscal 1978, did not have a dilutive 
effect on the calculation in fiscal 1978 or 1977. 



































(F) Pension Plans 

Pension expense under the General Employees' 
Retirement Plan of The AAV Companies totaled 
$111,763 in 1978 and $145,388 in 1977. Unfunded 
prior service costs approximated $286,000 at 
February 28, 1978. At February 28, 1978 the assets 
of the pension fund exceeded the actuarially 
computed value of vested benefits under the plan. 

In 1977 the fiscal year end of the General 
Employees' Retirement Plan was changed to 
coincide with the Company's year end, resulting in 


increased pension expense of $24,500. Addition¬ 
ally, the effect of the Employee Retirement Income 
Security Act of 1974 was to increase pension cost 
by approximately $40,400 over the previous year. 

The Company and its subsidiaries also contribute 
to various trusteed pension plans under union 
agreements. The aggregate cost for these plans 
was approximately $192,000 and $157,000 in 
1978 and 1977, respectively. The Company has no 
past service liability under these plans. 


(G) Notes Payable and Long-Term Debt 

A description of the long-term debt follows: 

1978 1977 

Note payable to a bank, pay¬ 
able in quarterly installments 
of $ 100,000 through July 1 , 

1981. Interest is at Vi % above 
the prime bank rate. The cur¬ 
rent rate of interest on this note 

is 8.50%. $1,400,000 1,800,000 

A 6 V 2 % note to an institutional 
investor payable in annual in¬ 
stallments of $320,000 with a 
final payment of $300,000 due 
June 1 , 1982. This note was 
issued with warrants, which ex¬ 
pired June 1 , 1977, to purchase 
100,000 common shares at $7 
per share . 

Mortgage notes payable in vari¬ 
ous installments with interest 
rates varying from 6 Y 4 % to 
7 V 4 % per annum. 

Notes issued in connection with 
an acquisition payable in quar¬ 
terly installments of $37,520 
through August 1 , 1982, with 
interest at V 2 % above the prime 
bank rate but not to exceed 6 %. 

(Prepaid through February 1 , 

1979). 497,566 787,910 

Other notes payable maturing 

through 1979 . 20,571 117,829 

Rental payments under long¬ 
term lease obligations. Rental 
payments are set at amounts 
sufficient to meet the semi¬ 
annual interest and principal 
requirements of two issues of 
Industrial Revenue Bonds as 
they become due. Such require- 
ments will vary between 
$340,000 and $355,000 per year 
through 1993 and approximate 
$270,000 thereafter to 1997. In¬ 


terest rates vary from 5 V 2 % to 
6 % % depending on the term of 

the bonds. Principal amount . . 3,760,000 3,860,000 

Total long-term debt- $7,442,026 8,678,218 

Interest expense includes interest on bonds, 
mortgages and similar long-term debt of $543,555 
and $609,293 in the years ended February 28, 

1978 and 1977, respectively. 

The debt agreements contain restrictions on the 
Company with respect to maintenance of working 
capital, payment of cash dividends and use of 
cash for purchase or redemption of common 
shares. The Company is in compliance with these 
restrictions. At February 28, 1978 and 1977, 
retained earnings totaling $5,310,613 and 
$5,208,140, respectively, were free of 
such restrictions. 

There were no compensating balance arrange¬ 
ments during either of the years ended February 
28, 1978 or 1977. 

Land, buildings and certain equipment are 
pledged as security for mortgage notes and 
capitalized leases. Life insurance policies with a 
cash value of $318,296 at February 28, 1978, are 
pledged as security for certain long-term debt. 

The aggregate maturities of the long-term debt 
for the five years subsequent to February 28, 

1978 are as follows: 


1979 . $ 899,983 

1980 . 1,006,978 

1981 . 1,013,078 

1982 . 824,478 

1983 . 498,219 


The average amount of short-term debt out¬ 
standing during the years ended February 28, 1978 
and 1977 were $9,863 and $119,500, with related 
weighted average interest rates of 6.2% and 
6.6%, respectively. The maximum amounts of 
short-term debt outstanding during 1978 and 1977 
were $200,000 and $500,000, respectively. 


1,580,000 1,900,000 


183,889 212,479 


(H) Stock Options 

The Company has a Performance Share Option 
Plan for key employees. Under the plan, 75,000 


shares are reserved for issuance at a per share 
option price of not less than 100% of the market 
value on the dates options are awarded, and 

































25,000 shares are reserved for issuance at a per 
share option price of not less than 10% of the 
market value on the dates options are awarded. 
Options become exercisable in full or in part on the 
basis of the Company's earnings performance over 
a three year award period, commencing with the 
year in which the option is awarded, and expire 
ten years from the date of grant. 

As of February 28, 1978, 34,178 options to 
purchase shares at 100% of the market value on 
the date of award are still outstanding. Of these 
23,800 are fully exercisable at February 28, 1978, 
and the remaining 10,378 have two remaining 
years in the award period. 

As of February 28, 1978, 7,412 of the options 
granted at 10% of the market value on the date of 
award are outstanding and have two remaining 
years in the award period before becoming 
exercisable. 

At February 28, 1978, options for 18,210 shares 
lapsed because the Company's cumulative 


earnings performance during the award period 
was insufficient to permit the options to 
become exercisable. 

Details pertaining to this plan for 1978 and 1977 
are as follows: 



Number 

of 

Option Price 


Shares 

Per share 

Total 

Outstanding 

February 29, 1976 . 

. 44,650 

$5.12 5 - 6.875 

$272,841 

Cancelled . 

. (840) 

5.125-6.875 

(5,145) 

Outstanding 

February 28, 1977 . 

. 43,810 

5.125-6.875 

267,696 

Awarded . 

. 18,510 

.450-5.000 

57,752 

Lapsed . 

. (18,210) 

5.125 

(93,326) 

Cancelled . 

. (2,520) 

5.125-6.875 

(13,945) 

Outstanding 

February 28, 1978 . 

. 41,590 

.450-6.875 

$218,177 


All remaining options under the Company's 
prior qualified stock option plan expired in 
fiscal 1977. 


(I) Lease Commitments 

In addition to the lease commitments recorded 
as debt as described in note G, the Company and its 
subsidiaries lease certain facilities and equipment 
considered operating leases. Rental expense 
under such arrangements amounted to $152,805 
and $97,727 in 1978 and 1977, respectively. 

Minimum rental commitments as of February 28, 


1978 under the non-cancellable portion of these 
leases are as follows: 


1979 

1980 .... 

1981 .... 

1982 .... 

1983 .... 
1984-1988 


$153,305 

145,355 

122,905 

111,996 

63,278 

132,655 


(J) Contingencies 

In March, 1977, a private lawsuit was filed 
against the Company alleging, in substance, that 
the Company, through the industry wide practice 
of advancing commissions against future revenues 
to operators of vending locations, has acted in 
violation of antitrust laws. The plaintiff sought 
treble damages in the amount of $6 million. 


During 1978 the plaintiff filed an amended 
complaint and reduced its claim to $3 million. 
Management is contesting this action and based 
upon the opinion of counsel and management's 
present knowledge does not anticipate that the 
ultimate disposition of the lawsuit will have a 
material effect on the business or financial position 
of the Company. 


(K) Quarterly Financial Data (Unaudited) 

1977 

1st Quarter 

2nd Quarter 

1978 

1st Quarter 

2nd Quarter 

Sales . 

$24,074,220 

23,119,767 

Sales . 

$21,890,009 

21,322,894 

Earnings from operations 

$ 944,389 

666,934 

Earnings from operations 

$ 851,322 

672,385 

Net earnings. 

$ 465,265 

337,318 

Net earnings . 

$ 373,856 

176,376 

Earnings per 



Earnings per common and 



common and common 



common equivalent 



equivalent share . 

$ .37 

.27 

share . 

$ .30 

.14 

1977 

3rd Quarter 

4th Quarter 

1978 

3rd Quarter 

4th Quarter 

Sales . 

$20,981,399 

20,291,715 

Sales . 

$16,843,167 

16,345,114 

Earnings (loss) 



Earnings from operations 

$ 477,112 

300,534 

from operations. 

$ 623,076 

(22,653) 

Net earnings . 

$ 247,350 

213,047 

Net earnings (loss). 

$ 281,407 

(54,519) 

Earnings per common and 



Earnings (loss) per 



common equivalent 



common and common 



share . 

$ .20 

.16 

equivalent share . 

$ .22 

(-04) 





















































(K) continued 

There were no significant fourth quarter 
adjustments in 1978. In 1977 the following items, 
shown net of tax, represented significant fourth 
quarter adjustments, each resulting in a decline in 
earnings and the related per share amounts: 


equipment write-offs $49,919 ($.04 per share); 
additional reserves for advances on customer 
commissions $53,054 ($.04 per share); and addi¬ 
tional pension expense as described in note F 
$32,494 ($.03 per share). 


(L) Taxes on Income 

Taxes on income is made up of the following 
components: 


U. S. Federal 

State and Local 

1978 1977 

1978 1977 


Current . $675,400 606,100 38,600 99,900 

Deferred. 37,300 47,000 4,700 — 


$712,700 653,100 43,300 99,900 


_Total_ 

1978 1977 

Current. 714,000 706,000 

Deferred . 42,000 47,000 


756,000 753,000 


Deferred tax expense resulted from timing 

differences in the recognition of revenue and 

expense for tax and financial statement purposes. 

The sources of these differences and the tax 

effect of each are as follows: ^ rtrrrT 

1978 1977 

Excess of tax over book depreciation $76,629 76,462 

Tax over book gain on sale 

of property and equipment. (30,570) (15,042) 

Accrued State taxes on income 
which are not deductible until paid 


for Federal income tax purposes . . 17,222 23,522 

Rent and other expenses under 
lease commitment, previously 

expensed on books. 12,762 14,171 

Deferred compensation expense 
deductible in future years for 

tax purposes . (19,337) (19,633) 

Bad debt allowances charged to 

expense, not currently deductible. (6,416) (23,869) 
Prepaid personal property taxes 

which are deductible when paid. . (7,042) — 

Miscellaneous items . (1,248) (8,611) 

Total deferred tax. $42,000 47,000 


Total tax expense is less than the amount 
computed by applying the U. S. Federal income tax 
rate of 48% to earnings before tax. The reasons 
for these differences are as follows: 


1978 

1977 

Amount % 

Amount % 


Computed "expected" 

tax expense . 

Increase (reduction) 
in taxes resulting 
from: 

$847,982 

48.0 

855,586 

48.0 

Investment tax credit 





on asset purchases. 

(91,510) 

(5.2) (179,800) (10.1) 

Surtax exemptions . 
State and local taxes. 

(13,500) 

(0.8) 

(13,500) 

(0.8) 

net of Federal in¬ 
come tax benefit . . 

22,516 

1.3 

51,933 

2.9 

Non-deductible life 





insurance expense . 
Amortization of 

10,319 

0.6 

8,428 

0.5 

goodwill . 

Tax over book loss 

10,347 

0.6 

11,739 

0.7 

of goodwill 
written off . 

(21,496) 

(1.2) 

_ 


Miscellaneous items. 

(8,658) 

(0-5) 

18,614 

1.0 

Actual tax expense 

$756,000 

42.8 

753,000 

42.2 


Accountants' Report 

The Board of Directors and Shareholders 
The AAV Companies: 

We have examined the consolidated balance 
sheets of The AAV Companies as of February 28, 
1978 and 1977, and the related consolidated 
statements of earnings, shareholders' equity and 
changes in financial position for the years then 
ended. Our examinations were made in accord¬ 
ance with generally accepted auditing standards, 
and accordingly included such tests of the 
accounting records and such other auditing 
procedures as we considered necessary in 
the circumstances. 


In our opinion, the aforementioned consolidated 
financial statements present fairly the financial 
position of The AAV Companies at February 28, 
1978 and 1977 and the results of their operations 
and changes in their financial position for the 
years then ended in conformity with generally 
accepted accounting principles applied on a 
consistent basis. 

/L t, fitu-JL, MIU 

Cleveland, Ohio 
April 26,1978 



































































Principal Subsidiaries and Divisions 

Florida 

Daytona Beach, Jacksonville, Tampa 
AAV-United Service Company 
Illinois 
Chicago 

AAV-Pure-Nap Products Division 

Indiana 

(Southeastern) 

AAV Wagg Service Company 
Wagg Service Division 
Kentucky 
Louisville 

AAV Wagg Service Company 
Southern Music Division 
Wagg Coffee Service Division 
Wagg Service Division 
Michigan 
Detroit 

AAV Michigan Service Company 
Market Music Division 
Market Vending Division 
Robot Services Division 
Ohio 

Cincinnati 

Stern Amusement Company 
Stern Music Division 
Stern Vending Division 
American Coffee Service of 
Cincinnati Division 
Cleveland 

Ace Tobacco Division 
American Coffee Service Division 
American Food Services Division 
American Nursing Home 
Consulting Division 
American Product 
Development Division 
AAV-Pure-Nap Products Division 
American Vending Sales Division 
APDO Division 
Emslee Products Division 
Hospital Specialty Division 
Swifty Food Division 
Columbus 

Ace Vending Division 
American Coffee Service of 
Columbus Division 
Dayton 

AAV-Corson Service Division 
Hamilton 

Butler County Vending Division 
Toledo 

Star Vending Division 

Pennsylvania 

(Southwestern) 

Beaver Valley Candy & Cigar Division 
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Irving L. Kaplan, Senior Vice President 
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Chief Executive Officer 
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The Cleveland Trust Company 
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Transfer Agent 

The Cleveland Trust Company, Cleveland, Ohio 44101 
Registrar 

The Cleveland Trust Company, Cleveland, Ohio 44101 
General Counsel 

Burke, Haber & Berick, Cleveland, Ohio 44114 
Certified Public Accountants 

Peat, Marwick, Mitchell & Co., Cleveland, Ohio 44114 


Shareholders may obtain a copy 
of the Company's Form 10K Annual 
Report as filed with the Securities 
and Exchange Commission by 
writing to: 

Irving L. Kaplan 
Senior Vice President 
The AAV Companies 
31100 Solon Road 
Cleveland, Ohio 44139 
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